reached a target. This target-savings theory predicts little impact of return migration because the main objective of migration is intended for consumption.
Unlike neoclassical theories, the new economics of labor migration assumes that markets are incomplete in developing countries and that families make decisions about migration. In the absence of credit markets and insurance markets, rural business formation can be deterred by capital and risk constraints. When facing high risks of income shortfall caused by human and natural disasters, a small rural family can spread the risks by sending one of its members, M, to the urban sector. By doing this, the family can strategically smooth its consumption through M's remittance and increase its investment capital through M's savings (Stark, 1991) . Once the constraints have been overcome, M returns and changes the mode of production. In this theory migration is viewed as a dynamic force behind rural transformation. Its contribution lies in its integration of remittances and return migration into labor migration. However, it is questionable whether sizeable businesses that have significant impact can be developed with the limited capital acquired during migration, given the typical marginal wages for labor in developing countries and the family's strong needs to consume.
Capital mobilized through social networks can complement that acquired during migration. Social-capital theory emphasizes that labor migration and business formation are group phenomena. Defined as resources embedded in a social structure that are accessed or mobilized in purposive actions (Lin, 1999) , social capital can assume functions in risk pooling, capital sharing, cost reduction, and information exchange. It has been found to be powerful in explaining both the initiation and the perpetuation of migration (Massey and Espinosa, 1997) as well as immigrants' accretion of entrepreneurship (Light, 1984; Portes and Zhou, 1999) .
Few have explored the role of social capital in a returnee's entrepreneurship. The mobilization of social capital through local social networks in return business formation extends beyond the original framework of the new economics of labor migration, which focuses on in-house interactions between the migrant and the family left behind. For this reason, I use a two-household model to integrate local social capital and investigate its role in return business formation.
Assume that there are two neighboring households in a rural community: a small one, A and a large one, B with Q as its head. There is no bank or credit union in the community. For its size, B possesses an aggregate of capital, K B , and a production recipe, j, whereas A possesses neither. The two are connected through marriage or other family connections. B is also connected to household C, which is outside the community. The scale economies and the connection to C allow B to pool capital and risks, whereas A often suffers from income shortfalls and deprivation when compared with B.
The new economics of labor migration tells us why household A sends M to an urban area. After a period of working as a laborer, M learns to make calculated decisions in the dynamic urban sector. One of his main tasks is to choose from a variety of urban labor-force experiences (such as learning skills or gaining commercial and management experience) that fit the family's future plan. Because of the skill compatibility, the return to labor skills in a rural setting assumes a bell-shaped curve, being low in both the low and high skill ranges, but relatively high in the middle ranges. Learning high-level skills, however, gives M the advantage to have a better view of and access to the knowledge of urban organization and production processes (we may call this the urban recipe, g) and, hence, sharply increase his entrepreneurial know-how, which is scarce in the undeveloped rural setting of his home. The return to entrepreneurship is hence exponential, being increasingly higher in the higher ranges (see figure 1) . (1) The intersections between the mean return to other investments (I o ) and the curve of the aggregated return to skills and entrepreneurship, I s I e , divide the urban experience into four zones: the labor zone, the skills-match zone, the intermediate zone, and the entrepreneurship zone. Zones II and IV are two investment zones, which are apparently M's definite choices.
In fact, M has no incentive to move beyond the labor zone if there are excessive claims on his savings from A or B, or both, through family ties and duties. Such claims have negative consequences on M's business initiatives (Portes, 1999) by tightening the constraints on business formation. M would rather be a target saver and consume after his return home.
M will move up to the skills-match zone if he has a positive expectation of his local social capital. Realizing that he can trade goods or services with Q in the future, M may deliberately choose experiences inside the zone that are supplemental to Q's production but require small investment. Return to entrepreneurship widens the match zone from (s l , s u ) to (S l , S u ). M has an incentive to learn more urban-specific skills if the enhanced return to improved ability can compensate for the loss of skill compatibility.
M may even try to move into zone IV to learn the urban recipe, g, if he is seeking a high return from a sizeable business formation. Assume that g is more profitable than is B's recipe j. The increment of M's investment capital and his access to g shifts M's relative position upward and hence affects M's strategic behaviors. He will consider the inclusion of some of B's capital as his expected social capital if he Figure 1 . Return to urban-labor-force experience in rural business formation: investment and impact zones. I s is the return to labor skills; I e is the return to entrepreneurship; I 0 is the mean return to other investment; S l and s l are the lower bounds of the matching zone; S u and s u are the upper bounds of the matching zone; and S e is the lower bound of the enterprise zone. I is the low-impact zone (labor zone); II is the diversification zone (skills-match zone); III is the intermediate zone; and IV is the enterprise zone (or high impact zone).
(1) In undeveloped rural areas where market conditions are imperfect, business formation relies heavily on entrepreneurship to connect markets, make up market deficiencies, complete inputs, and create input-transforming entities such as firms (Leibenstein, 1968) . In his self-employment entry model, Lucas (1978) suggests that persons entering self-employment are those possessing relatively more entrepreneurial abilities.
believes that the future network exchange between B's capital and returns to the recipe are mutually beneficial. He will stay put and accumulate more investment capital if Q refuses to cooperate. Once g is secured, M will try to persuade Q to join the business formation, with M as the entrepreneur, Q as the shareholder, and a few members of the two households as the employees. It is equally likely for Q to attract M's investment and human capital for business formation. Resources can also be mobilized through Q's social network (Lin, 1999) . M may try to persuade C to lend him some credit (gK c ) with Q as M's guarantor. He will proceed if his investment capital plus mobilized capital meets the minimum requirement (K A jK B gK c 5 K g ). Social capital is not limited to credit. Other forms of social capital such as information are also important. The mobilized social capital has a direct effect on overcoming capital and risk constraints on rural business formation. The integration of local social capital sheds new light on migration research, generating the following new testable hypotheses. Skill-magnet hypothesis Portes (1998) argues that the abilities at the network nodes complement social capital. In my model, the higher the level of the urban labor-force experience (skill), the greater the knowledge of commercial production, the greater the potential for making a profit, and hence the greater attraction for Q's capital. It is expected that the odds of mobilizing social capital increase with the skill level of the returnee. Scale-magnet hypothesis Complementary investments (resources) from Q are more frequently required for forming a larger business, which in turn yields higher returns to M, Q, and family members. It is expected that social capital is more frequently used in the formation of rural enterprises but less so in the formation of small family shops. Business-expansion hypothesis Because of its critical role in relaxing capital constraints, it is expected that credit acquired through social networks expands business formation and enhances income return to entrepreneurship. Business-opportunity hypothesis Entrepreneurs' alertness to opportunities for profit and their readiness to exploit these opportunities through business formation make them the key element in the market process (von Hayek, 1937; Kirzner, 1973) . When formal information channels are nonexistent or costly to access, information acquired through social networks helps create business opportunities. A considerable income return to information social capital is therefore expected. Management-enhancement hypothesis According to Schumpeter (1934) , entrepreneurs are innovators who play a managerial and decisionmaking role. We expect a considerable return to urban management experience. Adding the return to skill to the return to entrepreneurial ability (figure 1), it is expected that income return to urban experience will increase with the level of skills acquired and the duration of migration. Entrepreneurship-density hypothesis The higher the density of entrepreneurship, the greater the economies of agglomeration, and hence the higher the income. It is expected that income is greater in towns than in surrounding rural areas. Deficiency-remedy hypothesis According to social-capital theory, social capital is expected to be more prevalently mobilized in areas with more market deficiencies.
3 Background, survey data, and preliminary findings Labor migration in China has been under strict government control to prevent rapid population growth in cities. The control is implemented through the hukou system, which connects each individual's education and employment to the place of registration. In the 1970s, labor migration was actually practiced in the`wrong' direction when Mao sent millions of his former Red Guards in the cities to the countryside to ease unemployment pressures. After the death of Mao in 1976, Deng took over power and began to implement his economic reforms and open-door policies. Rusticated youth were allowed to return. State policies under an uneven regional-development strategy gave overseas investors preferential treatment in designated`special economic zones' and other coastal cities that are linked to the global markets (Fan, 1995) . Labor migration surged in the mid-1980s, this time in the`right' direction, when controls were relaxed to satisfy the demand for cheap labor in the quickly developed coastal regions (see details of policy changes in Davin, 1999, pages 1^48) .
Despite the relaxation of migration regulation, labor migration in China remains mostly temporary. The peculiar features of labor migration in China can be better understood within a socialist transitional structure (Chan and Zhang, 1999; Fan, 1999) . Although a permanent migration is associated with an official change of hukou, a temporary one is not. This division causes a labor-market segregation between permanent migrants who have access to permanent jobs and rural migrants who have only a temporary permit to take up low-paid labor jobs (Fan, 2001) , as well as a residence segregation between urbanites who live in subsidized housing and migrants who endure cramped living conditions in collective dormitories, shelters at the work site, or the workshop itself (Wang and Zuo, 1999) . Commercial housing, which is unaffordable even for ordinary urbanites, adds a real barrier to family migration (Zhao, 1999a) . Residence segregation further isolates migrants from urban society and makes them rely heavily on the migrants' network. Purchasing an urban hukou is costly. (2) Marrying an urbanite does not warrant a change in hukou and hence introduces risks of residence separation. Spousal-residence separation is enhanced by temporary labor migration (Ma et al, 1996) . Psychological costs are incurred in such separation, reducing the propensity of migration by married migrants (Yang, 2000) . A recent survey shows that only 10% of migrants expressed their willingness to stay permanently (Zhao, 1999a) . Migrants have tried to break urban restrictions by forming their own enclaves in Beijing, based on native-place ties and specialization in selfemployment (Ma and Xiang, 1998) . The government intervened and evacuated them to``control illegal construction and maintain public security''.
Fortunately, the prospects of rural transformation have become increasingly promising. As China's economy makes the transition from a command to a market system, fundamental changes are emerging in rural areas. With the collapse of rural communes and the introduction of the`household responsibility system', farm families have gained their own small plots of land and the power to make production and laborallocation decisions, provided they fulfill the food quota set by the government. Farmers' income increased sharply in the early 1980s, but thereafter stagnated or even declined. The shortage of land and the abundance of household labor have caused a reduction in the relative marginal income from farm labor, which pushed laborers off the land (Zhao, 1999b) .
Enhanced incomes and productivities of rural labor account for a significant part of the rise in rural welfare (Parish et al, 1995; Rozelle et al, 1999) . One important rural development has been the boom in township and village enterprises (TVEs), which are mostly labor-intensive factories on a small scale. With a workforce of slightly more than one hundred million people, TVEs have exceeded agriculture in output value and become the most important source of growth in rural areas. Recent studies show that labor migration rose sharply over the past two decades of the reform period (Liang, 2001) . It has become the dominant form of off-farm activity (de Brauw et al, 2002b) , particularly for the young and better educated in backward regions (Liang and White, 1997;  (2) Since 1992, the normal hukou shown with a red stamp has been supplemented by a new type shown with a blue stamp, which is designed to fulfill local needs of newcomers and requires an urban entry fee (Chan and Zhang, 1999) . It is costly to obtain such provisional urban status, particularly in larger cities. Ma and Liaw, 1997) . By the mid-1990s, labor migrants exceeded fifty million, and this contributed to urban expansion. A trend of return migration has emerged since then (Ma, 1999) , particularly in areas that previously witnessed massive out-migration, bringing about significant changes to the source communities (Chan, 1998; Chen, 1996; Cui and Shuen, 1994; Du and Bai, 1997; Qin, 1994) . Studies show that`failure' in the destination area does not appear to be an overriding reason for returning home in China (Hare, 1999) . On the basis of her observations in two southern counties in Jiangxi province, Murphy (1999; found that the returnees' entrepreneurship contributed to the diversification of the rural economy. Their success can be partly attributed to sponsorship by the state at various levels. These studies, however, were mostly descriptive, focusing on case studies in a few scattered counties. To gain insights into the consequences of migration, I needed to conduct a representative in-depth survey of return migration and examine the effects of various factors in a robust framework.
In 1997, I designed an in-depth migration survey to be conducted in thirteen rural counties in nine provinces in China (see figure 2) by the Rural Department at the Development Research Center of the State Council. To be cost-effective and ensure a relatively large sample size by avoiding a high no-response rate, most counties in the sample were selected from areas where rural^urban migrations are common or where there is a relatively long history of temporary migration, or both. The volume of return migration was mainly based upon the national and provincial tabulation of China's one percent population survey in 1995 (SSB, 1997), which includes the origin and destination of migration both at the provincial and at the county levels. The sample hence focuses more on migration communities than on rural areas as a whole. There are common characteristics among these communities. Before labor migration took place, they all were poor communities that were distant from economic centers and they lacked resources and off-farm opportunities. Income levels were considerably enhanced by labor migration. In a majority of villages, most young male adults migrated and left children, spouses, and parents at home. There was a division of labor between the migrant and the family (or relatives) left behind.
The rate of return migration has varied greatly. Villages with a rate less than 10%, 10%^20%, 20%^30%, and above 30% accounted for 31%, 27%, 17%, and 25% of the sampled villages, respectively. The rate of return tends to be greater for areas with a longer history of labor migration. It is noteworthy that many early migrants returned after a few years, while most recent migrants were still working at urban destinations. The rate of return would be higher if the timing of migration were controlled. In total, 2180 returnees were surveyed on (1) personal background, (2) labor-migration experience such as duration, occupation(s), skills learned during migration, (3) shares of savings used in consumption and investment, (4) the use of social networks in a return business formation, and (5) current occupation and income. (3) Preliminary analysis (table 2, below) shows that the distribution of the last job held at the destination was fairly wide, indicating the success of the survey in capturing returnees representing various skill levels. We found that nearly 23% of the migrants worked in low-skilled positions as laborers in construction work and workers in assembly-line production. In addition, 8.7% did not have clearly specified skills, but these skills were likely to be low. The rest (a) learned some general skills (28.6%) from being machine or appliance repair persons, carpenters, drivers, interior renovators, sewer workers, or specialized farmers; (b) learned some more specialized skills (27.1%) from being plasterers, brick layers, technicians, or building-material workers; (c) gained commercial experience (6.8%) from being petty traders, waiters or waitresses, or food processors or sellers; or (d) gained management experience (4.9%) from being small managers. The duration of migration averaged 5.2 years and was distributed as follows:`2 yearsö11.3%; 2^4 yearsö32%; 4^6 yearsö22.8%; 6^8 yearsö12.1%; 8^10 years ö7.8%; b 10 yearsö13.7%.
Besides the duration of migration and diversified skill levels, the distribution of education level among returnees was much like that of labor migrants surveyed in other samples in urban areas (Li and Han, 1994; Li et al, 1995) , indicating that the selection bias in our sample was small, if any. At the time of migration, 75% of those surveyed were young adults. Nearly half of them were single. Illiterates and graduates from primary, middle, and high school accounted for 1.5%, 20%, 64%, and 14% of the sample, respectively. At the time of the survey, we found that the occupations of returnees were distributed as follows (see table 2): entrepreneur (9.1%), road transporter (8.8%), specialized farmer (14.1%), self-employed (30.9%), other nonfarmer (0.6%), wage earners such as cadres (2.1%) or enterprise workers (5.5%), farmer or unspecified (28.9%).
(3) As the survey covered more than a dozen counties in nine provinces, several measures were taken to ensure the quality of the data. First, the survey was carefully designed by the author and was based on suggestions from various experts in the field and their experience of previous small-scale surveys on return migration. It was pretested and modified before it was conducted. Questions on important information such as previous and current occupation were asked several times from different perspectives to ensure accuracy and consistency. Second, a task force composed of experienced researchers on labor migration was formed inside the Development Research Center, responsible both for the training of interviewers and for the actual survey. We trained two middle-level officials from each county, who then returned and trained interviewers from selected townships and villages, under the supervision of the statistics division of the government. Third, forces were mobilized down the hierarchy from the center to villages, with official documents as commands, personal social networks, incentives for interviewers, and supervision of the center's staff ensuring a smooth survey process. The survey was then followed by in-depth interviews of returnees in a few selected counties. Fourth, data entry and checking were completed at the center with the assistance of the author's research students.
The critical importance of social capital in sizeable business formation can be revealed by its frequency, form, and source. Slightly more than half of the entrepreneurs (53.3%) and 40% of road transporters used local social networks, or guanxi, in forming their businesses. The major form of social capital was credit, accounting for about 66% of all primary guanxi used by entrepreneurs and 45% of guanxi used by transporters. Social capital was less important to the formation of small businesses. Between 25% and 33% of the self-employed used guanxi. In the formation of capitalintensive businesses such as rural enterprises and specialized farming, at least half of the capital was mobilized through indirect ties. A majority of guanxi was mobilized through local cadres who had control of community resources and outside connections.
Statistical models
To test the efficiency of mobilized social capital in return business formation, I related the probability of social-capital mobilization to human capital and other factors. The following binary logit model was used for the investigation:
where p(s, j ) is the probability of a returnee with personal attributes s using network resources; C is an unknown parameter; A T is a row vector of unknown parameters; and X(s, j ) is a column vector of explanatory variables. The unknown parameters are estimated by the maximum-likelihood method. The goodness of fit is measured by
where L is the logarithm of the maximum-likelihood value of the given specification and L(0) is the logarithm of the likelihood value of the null model (that is, the specification with only C being allowed to be different from zero). The r 2 can assume a value between 0 and 1.0. The greater the value, the better the fit. The r 2 has a tendency to assume low values, so that a value of 0.2 may indicate a very good fit (McFadden, 1974) .
The following multiple-regression model was used for studying income return:
where ln (income) is the natural logarithm of a returnee's current income; b is a row vector of unknown parameters; and X(s, j ) is a column vector of explanatory factors comprising social capital, migration-specific investment and human capital, occupation, local investment characteristics, and a few other variables. The logarithmic form of income is used to transform its nonlinear relationship with the other variables into a linear one, to avoid the autocorrelation problem and the association reduction in the explanatory power of the model. The variables presented in table 1 (see over) were selected to test the hypotheses listed in section 2. With respect to skill levels, laborers and assembly workers whose skills were both low and incompatible were used as the reference group for those with high-level skills (that is, management experience) and those with intermediate-level skills. Business scale was divided in terms of size and investment capital. In China, enterprises are those with at least eight employees, whereas specialized proprietors (getihu) in rural areas consist of those who engage in (a) road transportation, (b) specialized farming, or (c) other self-employment. In terms of mean investment capital, (a) is larger than (b), which is in turn larger than (c). The significance of a variable can be directly reflected by a t-ratio that is greater than 2.0 because the sample size is relatively large (2180). The odds ratio is the exponential transformation (antilog) of the associated coefficient. A positive effect is associated with an odds ratio that is greater than 1.0. The difference between the odds ratio and unity measures the enhanced odds or income. To capture the`spillover' effect at the community level, I used an occupation-specific impact factor, defined as the average number of occupational changes in other households that are affected by specific occupation changes by returnees.
Main findings

The mobilization of social capital
Credit and information were the two major forms of social capital, accounting for 50% and 25% of all guanxi used, respectively. Among all returnees, the distribution of the most useful guanxi is presented in table 2 (see over) and is as follows: credit (10.3%), information (4.6%), skill and technology (2.5%), land, sale, and license (2.0%), and unspecified (4.6%). The intensity of use of social capital and the frequency of use of different forms of social capital varied greatly with level of education, labor-migration experience, and current occupation. In addition to data shown in table 2, I seek to explain the mobilization of social capital in a multivariate framework. Table 3 (see  over) presents results from three model blocks: all guanxi, credit, and information. Within each block, there are two model specifications, one with return occupation as a factor and one without. This special arrangement is to counter the multicollinearity problem caused by the correlation between occupation and other factors. In general, we find that a vast majority of variables are significant and have the expected signs.
Model 1 shows that more-skilled returnees were indeed more prone to mobilize social capital after return, rendering support for the skill-magnet hypothesis. The included skill dummies were all significant. Their odds ratios indicate that those with management experience, general skills, specialized skills, and commercial or service experience, were 167%, 110%, 92%, and 67% more likely to mobilize social capital than were their laborer counterparts. The strong skill-magnet effect indicates that human-capital accretion during migration reinforces the position of returnees in the mobilization of social capital, implying a relatively efficient allocation of social-network resources. The strong enhancing effect of management experience is in sharp contrast to the trivialization of management and decisionmaking by neoclassical economists.
Acquired capital during migration also reinforced the position of social-capital mobilization. Investment propensity, represented by the share of investment in savedlabor income, also had a significantly positive effect on the mobilization. The odds of mobilization increase by 10.5% with a 10% increase in the share of investment. With respect to the effect of personal factors, the odds of mobilization increased around 9% as age increased by five years, and males and high-school graduates were much more prone to mobilize social capital than were their respective female and primary-school counterparts.
By adding in the return-occupation factor (model 2), it is found that local social capital was indeed in favor of the formation of sizable businesses, rendering support for the scale-magnet hypothesis. Social-capital mobilization in the formation of rural enterprises, road transportation, specialized farming, and other self-employment was 327%, 322%, 223%, and 137% more likely than in food production. Model 4 shows that the importance of credit was positively related to the business size, whereas model 6 shows that information social capital was important to the formation of road transportation, rural enterprise, and specialized farming, but not to the formation of other Z Ma Table 2 . Urban-labor-force experience, income changes (in 1000s yuan), mobilization of social capital, and impact factors for China, 1997. S1^S5 are different forms of social capital. Both model 1 and model 2 show that the effect of village income was negative and the effect of distance to county seat was positive, indicating that the mobilization of social capital was more prevalent in poorer and more remote areas, rendering support to the deficiency-remedy hypothesis. This finding demonstrates that social capital is vitally important to business formation in undeveloped rural areas where markets and information are incomplete.
To summarize the above findings, the mobilization and hence the allocation of social capital in return business formation does coincide with the skill level and business scale, indicating a relatively efficient allocation of social capital that favors large-scale entrepreneurship. It seems that it is too exclusive to assume, as traditional economic theory does, that any embeddedness of economic actions in noneconomic relations is a barrier to development. These findings show just the opposite: social capital strongly enhances rural entrepreneurship. The next question is: how large is the income return to social capital?
Income return to social capital
The results for model 1 in table 4 (see over) allow us to examine the income-enhancing effect of social capital in the context of returns to other forms of capital, with those who did not use guanxi after their return as the reference group. I found that the effect was very large and significant, evident in the following three aspects. Note. Odds ratio is the exponential transformation (antilog) of the coefficient. The number inside each pair of parentheses is the t-ratio associated with the coefficient. The sign is the same as the coefficient, indicating whether the effect is negative or positive.
First, the use of information social capital enhanced income substantially by 75%, rendering strong support for the business-opportunity hypothesis. In China, guanxi is frequently used in people's daily lives and exchanging personal favors has a function (Bian, 1997) . It is mainly based upon a relational model that uses a close set of relatives and friends as the core ties and then spreads outward through the network ties of others (Fei, 1992) . Valuable information, such as that about business opportunities, is kept secret and inside the inner circle of social networks, even if the information may be of little use to the insiders. To get such information, one needs to contact people close to the circle before proceeding to negotiate directly with insiders for the acquisition of more information. Second, the income return to credit social capital was 44%. Together with the strong magnet effect of business scale on credit, this considerable income-enhancing effect of credit provides strong support for the business-expansion hypothesis. When capital markets are imperfect or nonexistent, returnees who face stringent capital constraints have to negotiate with financial controllers to secure credit for business formation to complement capital acquired during migration. (4) As the size of business is enlarged, the income return to entrepreneurship is enhanced. Third, the return to other forms of social capital, such as land and technology, was also high at 59%. Those whose labor skills had little applicability to the rural setting were frequent users of these two forms of social capital in specialized farming. Taking all these findings together, social capital played an important role in return business formation. It not only leads to better social outcomes, such as enhanced social status, but it also yields higher incomes.
Income returns to migration-specific capital
In the statistical model, income return to human-capital accretion during migration is measured by the odds ratio between the income of a particular skill group and that of laborers (the reference group). All the included skill (experience) dummies were very significant in model 1. I found that income return was 45%, 38%, 28%, 23%, and 18%, respectively, to urban managerial experience, general skills, specialized skills, business and service experience, and other unspecified skills. There was also a strong tenure effect on income. The coefficient of the logarithm of migration duration (0.10) shows that income increased by 10% when the duration of migration doubled. In previous work I also found that the tenure on return occupational change was positive and significant, with a logarithmic form to reflect its declining marginal effect (Ma, 2001) . In general, the effect is strong for approximately six years, moderate in the next few years, but small thereafter. Table 2 shows that those with management xperience also had the largest impact factor (8.9), much larger than that of other groups. The large income return to and impact factor of management experience are in sharp contrast to the trivialization of management and decisionmaking by neoclassical economic theory, and indicate the importance of entrepreneurship in overcoming market deficiencies in undeveloped rural areas. Although it is not surprising to find a relatively high return to general skills, the considerable return to specialized skills indicates that the return to improved ability can be as important as that to compatible skills. This suggests that rural migrants have incentives to learn a more urban-specific skill if the enhanced return to abilities can compensate for the loss of skill compatibility. On the other hand, the considerable return to skills mirrors a very low return to short-term labor experience. In other words, the effect of labor migration on rural income is very limited unless the migration is accompanied by improving skills and abilities. Apart from human-capital accretion, investment capital through migration had a strong income-enhancing effect, rendering direct support to the new economics of labor migration. The variable of investment propensity was highly significant, reflected by its associated large t-ratio (11.25). Its odds ratio (1.067) indicates that income increased by about 7% when the share of investment in saved labor income increased by 10%. The data show that the mean investment was as large as 45% for those who formed a rural enterprise, but as low as 12% for those who returned to the field. The above findings indicate that migration-specific investment and human capital are important in bringing about prosperity to rural families.
Income returns to formal education and other personal factors
General human-capital variables such as level of education are often used as the primary determinants of income. I found that the income-enhancing effect of education was considerable (16%) and significant at the high-school level, but insignificant at the middle-school level. Some of the enhancing effects of education, however, may be stolen by other factors because of the multicollinearity problem. The data in table 2 show that formal education, particularly high-school education, played a crucial role in the making of rural entrepreneurs, as the better educated were more likely to gain human capital during migration, more prone to mobilize social capital, and more prone to form businesses after returning. As a result, the return to education, which was relatively small both in farming and in urban labor work, became large after an occupational change upon return. High-school graduates were slightly better off than primary-school graduates in terms both of farming income and of expected urban labor income. By contrast, they outperformed others by more than 50% in the current mean income. With respect to other personal factors, males and adults younger than 45 years old earned a considerably higher income than their respective female and older counterparts. The implication of the above findings is just the opposite of that of the brain-drain argument. Migration by educated young people should be encouraged efforts are needed to expand formal education in rural areas.
Investment conditions
Proximity to the county seat and town residency were used as proxies for better investment conditions. It was found that investment conditions are important in determining personal income. Income was significantly higher in areas that are closer to the county seat, whereas town residency showed an income advantage of 61%, providing support for the entrepreneurship-density hypothesis. This enhancing effect was most significant in model 1. In China, the town serves as the economic center of the surrounding villages. The openness of town residency to entrepreneurial returnees helps facilitate the development of the town, which is one of the core strategies of the country's urbanization (Ma and Lin, 1993) .
Income returns to business formation
The inclusion of return occupation in model 2 increases the explanatory power of the model considerably from 34% to 44%, and its presence causes a reduction in the significance and odds ratios of the other factors. (5) It is not a surprise that occupation is the most powerful factor in explaining income in model 2. Most of the included occupation dummies were highly significant. With the farming group as the baseline, the income return to business formation was substantial, being 154%, 120%, 81%, and 82% to the formation of enterprise, road transportation, specialized farming, and other self-employment, respectively. Clearly, business formation had a strong incomeenhancing effect and this effect is positively related to business size. As a result of the enhancing effect, the mean income of entrepreneurial returnees, regardless of the size of their business, was significantly higher than their expected labor income. The current mean income of entrepreneurs was the highest (18 300 yuan), followed by that of road transporters (10 200 yuan). The return to wage-earning activities was relatively lower but still considerable, being 57% and 46%, respectively, for enterprise workers and local cadres. The much higher income for entrepreneurs than for cadres indicates that the market transition has gradually eroded the return to political loyalty. On the other hand, the impact factor for the cadres (15.4%) was the highest of all, followed by that for the entrepreneurs (7.5%), indicating that returnees not only are entrepreneurial in business formation, but also can play a leading role in the transformation of their home communities.
Summary and discussion
The role of social capital in economic development is not as clear as that of human capital, its economic counterpart. Previous literature on economic development assumed that any embeddedness of economic actions in noneconomic relations would be a barrier to economic development. Such a strong assumption ignores the heterogeneity of markets and varied motivations for social-capital mobilization. When markets are incomplete and formal information channels are nonexistent, social capital often serves as a remedy for market deficiencies in developing countries. In this paper, I have tried to demonstrate that social capital not only brings about better social outcomes, but it also yields considerable returns to income.
Using return migration as a case in point, I started with a two-household model and demonstrated the effects of expected local social capital on the migrant's motivations and strategies and the effects of mobilized local social capital on the formation of sizable businesses. I have argued that human-capital accretion during migration reinforces the mobilization of local social capital after the return, which in turn enhances income return to rural entrepreneurship. Following this argument, I formulated testable hypotheses to examine the efficiency of social-capital mobilization and income returns to social capital in other forms.
The first task was to investigate, within a multivariate framework, who is likely to mobilize social capital. Using a recent in-depth survey of returned migrants in rural China, I found that more-skilled returnees were indeed more prone to and successful (5) The correlation between return occupation and each of the other factors gives rise to a multicollinearity problem, reducing both the magnitude of the coefficient and the t-ratio. For this reason, I dropped the factor of return occupation in test 1 to make a fair judgment of the effects of the other four factors.
in mobilizing social capital. The odds of mobilization also increased with returnees' investment propensity and the size of business formation. These findings point to a relatively efficient allocation of social-network resources in favor of entrepreneurial returnees.
Given such an efficient allocation, the second task was to investigate within a multivariate framework how large the income return to social capital is. In general, I found that a returnee's income can be explained well by social capital, migrationspecific investment, human capital, personal factors, current occupation, and investment conditions. The income-enhancing effect of social capital was large and highly significant, being 75%, 44%, and 59% for information, credit, and other forms of social capital, respectively. Credit and information were the two major forms of social capital, accounting, respectively, for 50% and 25% of all guanxi used.Whereas information social capital creates business opportunities, credit channelled through social networks expands business formation. As a result, social capital plays an important role in enhancing the return to rural entrepreneurship.
The income return to migration-specific capital was also a significant phenomenon. I found that investment savings from labor income enhanced income significantly, rendering direct and strong support for the new economics of labor migration. The income-enhancing effect of urban-labor-force experience was in general considerable and positively related to skill level, rendering support for the theoretical model depicted in figure 1 .
Not surprisingly, income return was higher to entrepreneurship that was at a larger scale. With farming as the baseline, the income return was substantial for the formation of rural enterprises, relatively large for specialized farming and self-employment, considerable for wage-earning activities, but low for food production. The economics of agglomeration gave town residents an income advantage over their village counterparts.
My findings point out that the mobilization of social capital is an important aspect of rural entrepreneurship, particularly when it is integrated with other capitalformation processes such as labor migration. The efficient use of social-network resources helps to maximize the return to a returnee's entrepreneurial potential developed through migration, enhancing both social status and income. To the extent that jobs are created by and skills and ideas can be diffused through these entrepreneurial activities, return migration has a potentially strong impact on rural development. In this sense, the findings are consistent with social-capital theory and the new economics of labor migration, but less so with the predictions of neoclassical theories of labor migration which, under the assumption of perfect information and perfect markets, trivialize the role of entrepreneurship in management, decisionmaking, information acquisition, and the formation of capital in various forms.
The substantial return to social capital and migration-specific human capital has distinct policy implications. To maximize the impact of return migration on rural development, governments at various levels can play important roles. At the urban destination, efforts are needed to enhance both the migrants' skill levels and their entrepreneurial potentials. The provision of low-cost training programs for entrepreneurial migrants, as well as opportunities in skilled and managerial positions, can be more efficient than widespread short-term labor migration. In recent years, because of the economic slowdown and large-scale laying-off of workers, many large cities in China enacted antimigration policies, in the form of local protectionism, to exclude rural migrants from many urban occupations, particularly skilled ones. These protectionist measures seem to be counterproductive and inefficient, particularly from the rural-development perspective. Limiting migration to wage labor simply reinforces its circular nature, causing an increase in second or multiple trips, and hence the total volume of migration. More specifically to urban policy in China, the openness of small towns to skilled and entrepreneurial returnees is imperative for the realization of their economic potential, which in turn facilitates commercial and industrial development of the towns.
At the rural origin, governments can play an important role in making rural environments more conducive to investment. Such efforts include the setup of information channels to facilitate information flow to rural areas and a risk-assessment mechanism to facilitate the capital flow to rural areas. More importantly, a policy should be enacted to prevent excessive claims by the local government on businesses formed by returned migrants (such as road construction, free dining and entertaining, donations to schools), which was one of the main complaints from returnee entrepreneurs in our sample.``Getting eggs by killing the chicken'' is a term often used to describe such claims. Survivorship and sustained business expansion are as important as business formation to rural development.
